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Attorney for licensee: Gerald Garfield, 
Esquire, Day, Berry & Howard, 
Counselors at Law, City Place, Hartford, 
Connecticut 06103-3499.

N R C  Project Director: John F. Stolz Dated at Rockville, Maryland, this 8th day of May 1991.For the Nuclear Regulatory Commission Steven A . Varga,
Director, D ivision o f Reactor Projects - ////, 
O ffice o f Nuclear Reactor Regulation [Doc. 91-11427 Filed 5-14-91; 8:45 am]BILLING CODE 7590-01-0
OFFICE OF PERSONNEL 
MANAGEMENT

Pay-for-Performance Labor- 
Management Committee; Meetings

The Office of Personnel Management 
announces the following meetings:

Name: Pay-for-Performance Labor- Management Committee.
Dates and Tim es: May 29,1991, 9 a.m. to 5 p.m., June 20,1991, 9 a.m. to 5 p.m., July 8, 1991, 9 a.m. to 5 p.m., July 30,1991, 9 a.m. to 5 p.m.
Place: Office of Personnel Management, 1900 E Street NW ., Washingotn, DC 20415- 0001. Meetings will be held in room 1350, except for M ay 29, when the Committee w ill meet in suite 5H09, room 5A06A.
Type o f M eeting: Open.
Point o f Contact: M s. Doris Hausser, Chief of the Performance Management Division, room 7454, Office of Personnel Management, 1900 E Street N W ., Washington D C 20415-

0001.
Purpose o f M eetings: To consider ways to strengthen the linkage between the performance of General Schedule employees and their pay.
Agenda: Committee goals and objectives; scope of inquiry; research and resources regarding performance-based pay; basic issues and challenges facing the committee; committee administration; comments and observations; public input; closing. 

SUPPLEMENTARY INFORMATION: The 
Committee welcomes written data, 
views, or comments concerning pay-for- 
performance for General Schedule 
employees. A ll such submissions 
received by close o f business (COB) on 
the dates indicated below will be 
provided to the committee members and 
included in the record of the respective 
meeting:

If received by CO B
Input wil be considered 

at die meeting

M ay 21,1991................. May 29,1991. 
June 20,1991. 
July 8, 1991, 
July 30, 1991.

Juris 13 1991................
June 28  ̂ 1991................
July 23, 1991.................

If time permits, the committee will 
consider oral presentations relating to 
agenda items. Persons wishing to

address the committee orally at a 
meeting should submit a written request 
to be heard by the deadline listed above 
for that particular meeting. The request 
must include the name and address of 
the person wishing to appear, the 
capacity in which the appearance will 
be made, a short summary of the 
intended presentation, and an estimated 
of the amount of time needed.

A ll communications regarding this 
committee should be addressed to the 
Point of Contact named above.Office of Personnel Management. Constance Berry Newman,
Director.[FR Doc. 91-11535 Filed 5-14-91; 8:45 am] BILUNG CODE 6325-01-M
PRESIDENTS COMMISSION ON 
WHITE HOUSE FELLOWSHIPS

Annual Meeting of Commissioners
AGENCY: President’s Commission on 
White House Fellowships.
ACTION: Notice of Annual Selection 
Meeting of the President’s Commission 
on White House Fellowships * * Closed  
to the Public.

SUMMARY: Notice is hereby gviven that 
the annual Selection Meeting of the 
President’s Commission on White House 
Fellowships will be held at Mt. 
Washington Conference Center, 
Baltimore, Maryland, M ay 30 through 
June 2,1991, beginning at 5 p.m.

The Annual Selection Meeting is part 
of the screening process of the White 
House Fellowships program. During this 
three-day meeting, the applicants will be 
interviewed by members of the 
Presidential Commission. A t the 
conclusion of this meeting, the 
Commissioners will recommend to the 
President those they propose be selected 
to serve as White House Fellows.

It has been determined by the Director 
of the Office of Personnel Management 
that because of the nature of the 
screening process, wherein personnel 
records and confidential character 
references must be used, which, if 
revealed to the public would constitute 
a clear invasion of the individual’s 
privacy, the content of this meeting falls 
within the provisions of section 552b(c) 
of title 5 of the United States Code. 
Accordingly, this meeting is closed to 
the public.
DATES: The dates of the Annual 
Selection meeting of the President’s 
Commission on White House 
Fellowships, which is closed to the 
public, are M ay 30-June 2,1991.
FOR FURTHER INFORMATION CONTACT: 
Phyllis Byrne, Associate Director,

President’s Commission on White House 
Fellowships, 712 Jackson Place, NW ., 
Washington, D C  2503, (202) 395-4522.Dated: April 29,1991 Marcy L. Head,
Director, President’s  Com m ission on White 
House Fellow ships.[FR Doc. 91-11460 Filed 5-14-91; 8:45 am] BILUNG CODE 6325-01-M
SECURITIES AND EXCHANGE 
COMMISSION

[Release No. 34-29188; File No. SR-Amex- 
91-09]

Self-Regulatory Organizations; Notice 
of Filing and Order Granting 
Temporary Accelerated Approval to 
Proposed Rule Change by American 
Stock Exchange, Inc. Relating to a 
Pilot Program for Execution of Odd-lot 
Market Orders

Pursuant to section 19(b)(1) of the 
Securities Exchange A ct of 1934 (“Act”), 
15 U .S .C . 78s(b)(l), notice is hereby 
given that on M ay 6,1991, the American 
Stock Exchange, Inc. ("Am ex” or 
“Exchange” ) filed with the Securities 
and Exchange Commission 
(“ Commission” ) the proposed rule 
change as described in Items I, II, and III 
below, which Items have been provided 
by the Am ex. The Commission is 
publishing this notice to solicit 
comments on the proposed rule change 
from interested persons.

/. Self-Regulatory Organization’s 
Statement o f the Terms o f Substance of 
the Proposed Rule Change

The Exchange proposes to extend for 
six months its existing pilot program 
under Am ex Rule 205 requiring 
execution of odd-lot market orders at 
the prevailing Am ex quote with no 
differential charged.1 The Am ex  
received approval, on a pilot basis 
expiring on M ay 10,1991, of 
amendments to Am ex Rule 205.2

1 The Exchange seeks accelerated approval of the 
proposed rule change in order to allow the pilot 
program, which will expire on May 10,1991, to 
continue without interruption.* See, Securities Exchange Act Release No. 28758 
(January 10,1991), 58 FR 1658 (January 16,1991) 
(approving File No. SR-Amex-90-39) (“1991 
Approval Order” ). See also Securities Exchange Act 
Release No. 27590 (January 5,1990), 55 FR 1123 
(January 11,1990) (approving File No. SR-Amex-89- 
31) (“1990 Approval Order” ). The Commission 
previously approved this pilot program and granted 
permanent approval of procedures which provide 
that the odd-lot portion of a Part of Round Lot 
(“PRL”) order will be executed at the same price as 
the round lot portion, with no differential charged. 
See Securities Exchange Act Release No. 26445 
(January 10,1989), 54 FR 2248 (approving File No. 
SR-Amex-88-23) ("1989 Approval Order” ).
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The text of the proposed rule change 
is available at the Office of the 
Secretary, Am ex and at the 
Commission.

II. Self-Regulatory Organization's 
Statement of the Purpose of, and 
Statutory Basis for, die Proposed Rule 
Change

In its filing with the Commission, the 
Amex included statements concerning 
the purpose of and basis for the 
proposed rule change and discussed any 
comments it received on the proposed 
rule change. The text of these 
statements may be examined at the 
places specified in Item in below. The 
Amex has prepared summaries, set forth 
in sections (A), (B), and (C) below, of the 
most significant aspects of such 
statements.

A. Self-Regulatory Organization’s  
Statement o f the Purpose o f and the 
Statutory B asis for, the Proposed Rule 
Change
Purpose

The Commission has approved, on a 
pilot basis extending to M ay 10,1991, 
amendments to Exchange Rule 205 to 
require the execution of odd-lot market 
orders at the prevailing Am ex quote 
with no odd-lot differential.® Under the 
pilot procedures, market orders with no 
qualifying notations are executed at the 
Amex quotation at the time the order is 
represented in die market either by  
being received at the trading post or 
through the Exchange’s Post Execution 
Reporting system (“PER” ).
Enhancements to die PER system have 
been implemented to provide for the 
automatic execution of odd-lot market 
orders entered through PER. For 
purposes of the pilot program, limit 
orders that are immediately executable 
based on the Am ex quote at the time the 
order is received at the trading post or 
through PER are executed in the same 
manner as market orders.

The Exchange proposes that the pilot 
program applicable to odd-lot execution 
procedures be extended for six months. 
This will provide the Commission with 
an additional period of time to assess 
procedures under the pilot program and 
will permit the Exchange to provide 
additional data and information 
regarding its experience under the pilot 
program as well as the operation of the 
PER system enhancements.

Basis

The proposed rule change is 
consistent with Section 6(b) of the A ct in 
general and furthers the objectives of

* See supra note 2.

Sections 6(b)(5) and llA (a )(l) in 
particular in that it facilitates the 
economically efficient execution of odd- 
lot transactions, and is intended to 
result in improved execution of 
customer orders.

B. Self-Regulatory Organization’s  
Statement on Burden on Competition

The proposed rule change will impose 
no burden on competition.

C. Self-Regulatory Organization’s  
Statement on Comments on the 
Proposed Rule Change R eceived From 
M em bers, Participants or Others

N o written comments were solicited 
or received with respect to the proposed 
rule change.

III. Solicitation o f Comments
Interested persons are invited to 

submit written data, views and 
arguments concerning the foregoing. 
Persons making written submissions 
should file six copies thereof with the 
Secretary, Securities and Exchange 
Commission, 450 Fifth Street, N W ., 
Washington, D C  20549. Copies of the 
submission, all subsequent amendments, 
all written statements with respect to 
the proposed rule change that are filed 
with the Commission, and all written 
communications relating to the proposed 
rule change between the Commission 
and any persons, other than those that 
may be withheld from the public in 
accordance with the provisions of 5 
U .S .C . 552, will be available for 
inspection and copying in the 
Commission’s Public Reference Section, 
450 Fifth Street, N W ., Washington, D C  
20549. Copies of such filing will also be 
available for inspection and copying at 
the principal office of the Am ex. A ll 
submissions should refer to File No. S R -  
Amex-91-09 and should be submitted 
by June 5,1991.

IV . Commission’s Findings and Order 
Granting Accelerated Approval of 
Proposed Rule Change

The Commission finds that the 
proposed rule change is consistent with 
the requirements of the A ct and the 
rules and regulations thereunder 
applicable to a national securities 
exchange, and in particular, with the 
requirements of sections 6 4 and 
llA (a )(l) 5 of the A ct and the rules and 
regulations thereunder. In particular, the 
Commission believes that the revised 
procedures which provide for pricing of 
odd-lot market orders at the prevailing 
market quote rather than a subsequent 
transaction should provide investors

4 15 U.S.C. 78f (1988).
• 15 U.S.C. 78k-l(a)(l) (1988).

with more timely executions of these 
orders. Moreover, these orders will 
receive execution prices that more 
accurately reflect market conditions 
than would otherwise be the case under 
former procedures. In addition, the 
Exchange has implemented 
enhancements to its PER system to 
provide for the automatic execution of 
odd-lot market orders, as set forth in the 
Commission’s 1989 Approval Order.®

In its 1989,1990 and 1991 Approval 
Orders, the Commission asked the 
Am ex to analyze the difference in 
executions between using the 
Intermarket trading System (“IT S” ) best 
bid or offer and the Am ex quote without 
the differential. Specifically, the 
Commission was interested in whether 
customers are receiving a better 
execution, both in terms of price and 
time, using the new Am ex system. The 
Commission also w as interested in the 
feasibility o f implementing an odd-lot 
pricing system using the ITS best bid or 
offer and no differential.

The Am ex submitted the requested 
information with respect to the 
difference in executions between the 
ITS best bid or offer and the Am ex  
quote to the Commission on January 9, 
1991 and April 22,1991.7 The Am ex data 
submitted in January indicated that for 
97.4% of the odd-lot executions, the 
Am ex quote was the ITS best bid or 
offer. The Am ex data submitted in April 
indicated that for 93.1% of the odd-lot 
executions, the Am ex quote was the ITS  
best bid or offer. Based upon data 
submitted in both January and April, the 
Am ex concluded that odd-lots were 
executed at a price equal to or better 
than the inside quote 97.0% of the time. 
The Am ex also concluded that the 
prices at which odd-lot market orders 
are executed under the pilot program 
have been, on balance, superior to those 
available under the Exchange’s previous 
procedures. The Am ex states that, based 
upon its data submitted in January, it is 
expected that 87% of Am ex odd-lot 
executions would receive a better price 
under the pilot procedures than under 
the prior procedures.

The Commission believes that it is 
reasonable to extend the pilot program 
for six months to enable the 
Commission to fully review the Am ex  
report and to enable the pilot to

* See 1989 Approval Order, supra note 2 for a 
description of the Exchange’s odd-lot procedures 
and the Commission’s rationale for approving those 
procedures on a pilot basis. The discussion in that 
Order is incorporated by reference into this Order.

7 See letters from )ules L. Winters, Executive Vice 
President, Operations, Amex, to Howard L. Kramer, 
Assistant Director, Commission, dated January 8, 
1991 and April 19,1991.
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continue without interruption during the 
Commission’s review. The Am ex data 
indicates that the pilot procedures 
provide a superior price for a substantial 
majority of odd-lot executions. The 
Commission, however, remains 
concerned that odd-lot orders could 
receive executions at less than the best 
available price since the Exchange’s 
pricing formula does not include 
quotations from other markets.8 Due to 
the low number of odd-lot market 
orders,® the small percentage of Am ex  
quotes that are worse than the ITS best 
bid and offer, and the benefits to 
customers under the pilot program 
procedures, however, the Commission 
believes that it is acceptable to continue 
the pilot’s current pricing procedures for 
an additional six months. The 
Commission requests that the Am ex  
provide data for additional trade dates 
that will analyze the difference in 
executions between using the ITS best 
bid or offer and the Am ex quote without 
the differential during the extension of 
the pilot program. The Commission also 
is interested in the feasibility of 
implementing an odd-lot pricing system 
using the ITS best bid or offer and no 
differential. The Commission requests 
that the Am ex provide a report on these 
questions by September 1,1991.

The Commission finds good cause for 
approving the proposed rule change 
prior to the thirtieth day after the date of 
publication of notice of filing thereof. 
This will permit the pilot program to 
continue on an uninterrupted basis. In 
addition, the procedures the Exchange 
proposes to continue using are the 
identical procedures that were 
published in the Federal Register for the 
full comment period and were approved 
by the Commission.10

8 The Commission has approved amendments to 
the New York Stock Exchange’s ("NYSE”) rules 
which incorporate the ITS quote into the NYSE's 
odd-lot pricing procedures through the use of the 
“Best Pricing Quote.” See Securities Exchange Act 
Release No. 27981 (May 2,1990), 55 F R 19409 (May 
9,1990).

8 The Amex states that dining the period of 
January 1 to November 30,1990, odd-lots accounted 
for 0.24% of total Exchange volume (7,529,928 
shares). See leter from Jules L. Winters, Executive 
Vice President, Operations, Amex, to Howard L  
Kramer, Assistant Director, Commission, dated 
January 8,1991. During the period of January 1 to 
April 12,1991, the Exchange states that odd-lots 
accounted for 0.26% of total Exchange volume 
(3,182,228 shares). See letter from Jules L  Winters, 
Executive Vice President, Operations, Amex, to 
Howard L. Kramer, Assistant Director, dated April 
19,1991.

10 No comments were received in connection with 
the proposed rule change which implemented these 
procedures. See 1989 Approval Order, supra note 2.

It is  therefore ordered, pursuant to 
Section 19(b)(2) of the A c t ,11 that the 
proposed rule change is approved for a 
six month period ending on November
10,1991.For the Commission, by the Division of Market Regulation, pursuant to delegated authority.12Dated: May 9,1991.
Jonathan G. Katz,
Secretary.[FR Doc. 91-11534 Filed 5-14-91; 8:45 am) 
BILLING CODE 8010-01-M

[Release No. 34-29185; File No. S7-12-91]

Automated Systems of Self- 
Regulatory Organizations

AGENCY: Securities and Exchange 
Commission.
ACTION: Policy statement.

SUMMARY: The Securities and Exchange 
Commission today announces the 
publication of a second Automation 
Review Policy statement in which the 
Commission sets forth its views 
concerning: (1) The nature of the 
independent reviews that the self- 
regulatory organizations (“ S R O s” ) are 
encouraged to obtain with respect to 
their automated trading and information 
dissemination systems; (2) the contents 
of SRO s' annual reports on major 
systems changes and a process for 
provision of notifications of material 
systems changes; and (3) notifications of 
significant systems problems. In 
addition, the Policy Statement requests 
comment on establishing a process to 
explore the development of generally 
accepted standards for automated 
systems of regulated entities with 
respect to computer audits, security and 
capacity.
d a t e s : Comments must be received on 
or before June 14,1991.
ADDRESSES: Persons wishing to submit 
comments should file ten copies with 
Jonathan G . Katz, Secretary, Securities 
and Exchange Commission Mail Stop 6- 
9,450 Fifth Street, N W ., Washington, D C  
20549 A ll comments should refer to File 
No. S7-12-91 and will be.available at 
the Commission’s Public Reference 
Room.
FOR FURTHER INFORMATION CONTACT: 
Alden S. Adkins, Chief, 202/272-2782, or 
Eugene A . Lopez, Special Counsel, 202/ 
272-2828, Office of Automation and 
International Markets, Division of 
Market Regulation, Securities and 
Exchange Commission, Mail Stop 5-1,

1115 U.S.C. 788(b)(2) (1988).
1217 CFR 200.30-3(a)(12) (1990).

450 Fifth Street, N W ., Washington, D C  
20549.
SUPPLEMENTARY INFORMATION:

I. Background

O n November 16,1989, the Securities 
and Exchange Commission (“ S E C ” ) or 
“ Commision” ) issued its first 
Automation Review Policy (“AR P  I” ) 1 
in which it stated its view that the self- 
regulatory organizations (“ S R O s” ), on a 
voluntary basis, should establish 
comprehensive planning and assessment 
programs to determine systems capacity 
and vulnerability. A t that time, the 
Commission noted the impact that 
systems problems and failures could 
have on public investors, broker-dealer 
risk exposure and market efficiency, and 
as a result, urged that the SR O s take 
appropriate measures to ensure that, 
initially, their automated trading 
systems “have the capacity to 
accommodate current and reasonably 
anticipated future trading volume levels 
adequately and to respond to localized 
emergency conditions.” (ARP I at 12).

Accordingly, the Commission 
recommended that the SR O s establish 
comprehensive planning and assessment 
programs to test systems capacity and 
vulnerability. A R P  I stated that the SRO  
programs should have three objectives:
(1) each SR O  should establish current 
and future capacity estimates; (2) each 
SR O  should conduct capacity stress 
tests periodically; and (3) each SR O  
should obtain an annual independent 
assessment of whether the affected 
sytems can perform adequately in light 
of estimated capacity levels and 
possible threats to the systems.

Since the issuance of the first Policy 
Statement, the Commission’s staff has 
met on a regular basis with Senior 
technology staff of all of the exchanges 2 
and the National Association of 
Securities Dealers, Inc. (“N A S D ” ) with 
regard to the issues raised by AR P I,8

1 Securities Exchange Act Release No. 27445 
(November 18,1989), 54 FR 48703, November 24, 
1989.

8 Staff met on a regular basis with representatives 
from the American Stock Exdhange (Amex), Boston 
Stock Exchange (BSE), Chicago Board Options 
Exchange (CBOE) (CBOE is the facilities manager 
for the computer operations of the Cincinnati Stock 
Exchange as well as its own computer systems), 
Midwest Stock exchange (MSE), New York Stock 
Exchange (NYSE), the Pacific Stock Exchange (PSE) 
and the Philadelphia Stock Exchange (Pfrlx), as well 
as the NASD. In addition, participants from the 
Securities Industry Automation Corporation (SIAC), 
the facilities manager for the computer operations of 
the NYSE and Amex, attended these meetings. 
Generally the persons in attendance were the senior 
officials from die technology divisions of the SROs.

8 Since issuing ARP I, the Commission has 
created within the Division of Market Regulation

Continued
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These discussions to date have focused 
directly on the independent review 
suggestion contained in AR P I. 
Specifically, the Commission staff and 
the SRO s have discussed an approach to 
the independent review process that 
fairly, effectively and efficiently permits 
the SRO s to obtain reviews of their 
automated trading and market 
information dissemination systems, 
taking into account that the SRO s  
already engage in testing and quality 
assurance reviews of new or modified 
systems, and that there are other 
significant controls in place to prevent, 
detect or correct problems, in such areas 
as capacity planning, testing, systems 
development, vulnerability and 
contingency planning.

To this end, based, in part, upon these 
discussions, the Commission is setting 
forth in this Automation Review Policy 
("ARP II” ) guidance concerning the 
nature of the independent reviews it 
believes should be conducted, on a 
voluntary basis, by the SR O s and 
solicits comment on the approach it has 
suggested.

In addition to discussing the 
independent review process, the SR O s  
and Commission staffs have discussed 
various means by which the SR O s could 
provide Commission staff with advance 
notification of significant changes to and 
problems occurring in, the automated 
systems of the SR O s. This Policy 
Statement also reflects the 
Commission’s views on a voluntary 
approach to a uniform and consistent 
standardized methodolgy for advising 
the staff of new systems developments 
and outages. The Commission also 
solicits comment from all interested 
persons on the approaches regarding 
notifications contained in the Policy 
Statement. Finally, the Commission calls 
for comments on the need for 
establishing standards regarding 
computer security, capacity and audits, 
including the need for the formation of 
an advisory committee on the issue of 
standards in these areas.

II. Policy Statement
In consideration of the importance of 

the automated trading and information 
dissemination systems of the SR O s to 
investors, intermediaries, and other

the Office of Automation and International Markets 
(“OAIM”). An important role of this Office is to 
work with the SROs to design the review process, 
review and react to the results of the independent 
reviews, and to develop, generally, the 
Commission’s automation oversight program. 
Because the Commission does not rely primarily 
upon direct examinations, the independent reviews 
obtained by the SROs are the ‘‘first line of defense” 
in ensuring the intergrity of the SROs’ EDP 
operations.

market participants, and after engaging 
in extensive discussions with the 
exchanges and the N A S D  about the 
nature and scope of review necessary to 
maintain the integrity of the systems, the 
Commission believes that it is 
appropriate for the exchanges and the 
N A S D  to obtain independent reviews of 
the general controls in place in the 
S R O ’s automated trading and 
information dissemination systems 4 
and risk analyses of those controls to 
determine the need for further reviews 
of or enhancements to those controls 
and applications controls. The 
Commission continues to believe that, 
as stated in A R P  I, periodic, 
independent reviews of each S R O ’s 
systems should help to “ identify 
potential weak points, and reduce the 
risk of serious failure.” 8 W e believe 
that the independent reviews and risk 
analyses should: (1) Cover significant 
elements of the operations of the 
automation process, including the 
capacity planning and testing process, 
contingency planning, systems 
development methodology and 
vulnerability assessment; (2) be 
performed on a cyclical basis by 
competent and independent audit 
personnel following established audit 
procedures and standards; and (3) result 
in the presentation of a report to senior 
SR O  management on the 
recommendations and conclusions of 
the independent reviewer, which report 
should be made available to 
Commission staff for its review and 
comment.

Apart from the need for independent 
reviews, the Commission also believes 
that the SR O s should provide notice of 
significant additions, deletions, or other 
changes to their automated systems on 
an annual and an as-needed basis. In 
addition, we believe that the SR O s  
should provide Commission staff with 
real-time notification of unusual events 
such as significant outages involving 
automated systems.

Finally, the Commission believes that 
its staff, the SR O s and other interested

4 As noted in the first ARP, the Commission's 
emphasis in its automation review policies thus far 
has been and continues, to refer collectively to 
computer systems operated by the exchanges and 
the NASD, or facilities managers for those entities, 
for listed and over-the-counter (“OTC”) equities, as 
well as options. The covered systems include those 
that electronically route orders to applicable market 
centers and those that electronically route and 
execute orders, as well as the market data systems 
that feed those systems. It is intended, also, that the 
Commission's policies encompass SRO systems that 
disseminate transaction and quotation information, 
and those that are used to conduct trade 
comparisons prior to settlement. Perforce, the 
policies also include the communications networks 
associated with these systems and markets.

8 See ARP I, supra note 1, at 17.

parties should continue the dialogue on 
automation issues and begin the process 
of exploring the establishment of (1) 
standards for determining capacity 
levels for the S R O s’ automated trading 
systems; (2) generally accepted 
computer security standards that would 
be effective for SR O  automated systems; 
and (3) additional standards regarding 
audits of computer systems.

III. Discussion

A . Independent Review s
Since the issuance of A R P  I, 

significant efforts have been made on 
the part of the SR O s to address the 
concerns raised in that Policy 
Statement. A s a result, all of the SR O s, 
have begun to develop processes for 
measuring and forecasting capacity 
levels related to trading activity 
conducted through their automated 
systems. Additionally, the SR O s have 
commenced a market-wide review of 
contingency issues that affect the 
national market system, as well as 
continuing their own security and 
contingency reviews and disaster 
recovery planning processes.

Nonetheless, although these steps are 
important to the safe operation of SR O  
automated systems, the Commission 
believes that a critical element to the 
success of the capacity planning and 
testing, security assessment and 
contingency planning processes for 
those systems is obtaining an objective 
review of those planning processes by 
persons independent of the planning 
process to ensure that adequate controls 
and procedures have been developed 
and implemented. Among other things, 
the Commission believes that an 
independent review process could 
include use of a checklist for the review 
of the general controls in place at the 
SR O s and a format for issuing a report 
with recommendations and conclusions. 
Finally, the process could include a  
means for determining the need for 
additional procedures, including 
controls or controls reviews after 
completion of the initial general controls 
review cycle.

Using either a review questionnaire 8 
developed by the Commission and SR O

8 Copies of this questionnaire are available from 
the Office of Automation and International Markets 
within the Division of Market Regulation. Some 
questions or areas of questions may not be relevant 
in the context of the systems under review. 
Conversely, additonal questions may be appropriate 
for some systems. The Commission expects that the 
reviewer would exercise its professional judgment 
as to the precise questions that need to be 
addressed, keeping in mind the ultimate purpose of 
the review is to provide a report on the SRO’s 
capacity planning and testing, contingency

Continued
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staffs or a  similar review questionnaire 
that can be used to measure whether an 
SR O  is meeting the guidelines of the 
ARP, the independent reviewer is to 
assess the S R O ’s  general controls in the 
following areas o f  the SR O s EDP  
operations: (1) Computer operations and 
facilities (2) telecommunications; (3) 
systems development {4} capacity 
planning and testing; and (5) 
contingency planning. Under the 
Commission’s approach as set forth in 
this Policy Statement the purpose of the 
independent review is to have the 
reviewer evaluate, and report on, the 
degree to which:

1. The S R O  has in place a capacity 
requirements, evaluation, monitoring, 
and reporting process that allows the 
SR O  to formulate current and 
anticipated estimated capacity 
requirements. The independent reviewer 
would be expected to verify that the 
process is technically, organizationally, 
and proceduralfy appropriate for the 
trading and reporting systems in place 
and under development and that the 
process is actually in place, that the 
SR O  uses it for the above purposes, and 
that it is maintained for systems being 
brought into production and for 
changing market conditions.

2. 'Hie SR O  has formal contingency 
protocols for back-up purposes, that the 
SR O  has followed a formal, organized 
process of reviewing the likelihood o f  
contingency occurrences, and that the 
contingency protocols are documented 
and maintained on a regular basis.

3. The S R O  has implemented a 
standardized and documented systems 
development methodology, that the 
development documentation is 
maintained and available for review, 
that the methodology generally is 
followed, that systems development life 
cycle responsibilities are clearly 
identified, that quality assurance and 
operations testing and review is in 
place, and that periodic stress tests of 
each system are performed.

4. The SR O  has in place a process for 
preventing, detecting and controlling 
threats, both internal and external, to 
automated systems that are vulnerable 
to systems integrity failures, and that 
procedures designed to protect against 
security breaches are followed.

To assure that the review 
accomplishes its intended objectives,7

planning, security review and systems development 
methodology processes os noted below.

T The Commission notes that such reviews, at the 
least should have two objectives. A  primary 
objective is to provide regulators and market 
participants an independent assurance that the 
control processes for capacity planning and testing, 
contingency planning, systems development and 
vulnerability assessments at the exchanges and the

we believe that any independent review 
should be performed by competent, 
independent audit personnel following 
established audit procedures and 
standards. Generally, the Commission 
believes that if internal auditors are 
used to complete the review, they 
should comply with the standards of the 
Institute o f  Internal Auditors (“H A ” ) and 
the Electronic Data Processing Auditors 
Association (“E D P A A ”j, and if external 
auditors are used, they should comply 
with the standards of foe American 
Institute of Certified Public Accountants 
(“A IC P A ” ) and foe E D P A A .8 The 
decision on which type o f reviewer, an 
internal EDP auditor or an external firm, 
should perform foe review is a  decision 
for foe SR O  to make. The Commission 
believes that, as long as the independent 
reviewer has the competence, 
knowledge, consistency, and 
independence sufficient to perform foe 
role, foe independent review can be 
performed by either recognized EDP  
audit firms or it can be performed, in 
whole or in part, by a qualified internal 
audit department knowledgeable of EDP  
system.®

Nevertheless, if  an S R O  chooses to 
use an internal audit department to 
perform foe review, the Commission 
believes that an independent external 
firm should assess foie internal audit 
department’s independence, 
competency, and work performance

NASD are in place and being used. From an SRO’s 
business perspective, an equally important 
objective is to provide the SRO with an additional 
tool to ensure the effectiveness and efficiency of 
existing control processes in carrying out its 
regulatory and business objectives.8 The Commission believes that internal auditors 
have an important role to play in the sound 
development of SRO systems. For example, in 
addition to these reviews and other periodic after- 
the-fact reviews the internal auditor may decide to 
conduct internal auditor review of the development 
of new systems is often a prudent measure in the 
implementation of adequate audit controls and can 
assist management in management’s operation of an 
internal control structure. See, eg ., Kay and 
Searfoss. Ed., Handbook of Accounting and 
Auditing, Chapter 8  at 8-7 (2d ed., 1989).

* The Commission notes that, as used in the 
context of independent EDP reviews performed by 
internal auditors as described in this policy 
statement, the term “independence” is used 
differently horn its -ordinary use in the context of 
financial audits. In the EDP review context we 
believe that independence means that the internal 
auditors are independent of the activities that they 
are auditing, i.e., they have the organizational status 
and objectivity such that they operate separately 
from and are not controlled by the technology staff. 
The internal audit department that performs the 
EDP reviews should be structured to enable it to 
perform its work freely, objectively and without 
control by the entity being audited so that the 
auditor may render impartial and unbiased 
judgments. The Commission believes that the 
internal audit department's independence should be 
measured against and evaluated under the IIA's 
Standards For the Professional Practice of Internal 
Auditing.

with respect to foe particular review 
performed by the internal auditor.10 The 
external firm would be expected, in 
conjonction with foe issuance of foe 
internal auditor’s report, to issue a letter 
available to foe Commission regarding 
foe competency, independence and 
work performance o f the internal 
auditor. If the external firm is used by 
the SR O  to perform the independent 
review, it is expected that foe firm 
would issue a report similar to that 
issued under S A S  30, Reporting on 
Internal Accounting Control, and other 
related standards.

Further, to assist foe Commission staff 
in its oversight role, foe reviewer is 
expected to make such questionnaire, as 
well as supporting client material and 
client-prepared schedules, part o f foe 
reviewer’s  work papers, and such work 
papers should be made available for 
review by foe Commission staff.11

A s a result of foe independent review, 
the Commission believes that foe 
reviewer should issue a  report to 
management, in letter form, that: {1} Sets 
out the scope and objectives o f the 
review; (2) refers to the professional 
standards, such as A IC P A , IIA , or 
ED P A A , governing foe reviewer’s work 
and foe specific procedures followed in 
reviewing and assessing foe SR O s  
compliance with the questionnaire 
items; (3) provides overall conclusions 
regarding foe capacity process, 
contingency protocols, systems 
development methodology, 
vulnerability; and {4] details the specific 
recommendations and supporting 
discussion in each of foe preceding 
areas.

The reviewer should discuss its 
recommendations and conclusions as 
set out in foe management letter with 
management o f  foe S R O  with foe SRO

10The Commission believes that the external 
audit firm should use criteria similar to that found in 
A IC P A ’s Statement on Auditing Standards ("SAS”) 
No. 65, The Auditor's Consideration of the Internal 
Audit Function In An Audit of Financial Statements, 
and the previously mentioned IIA standards to 
evaluate the work of the internal audit department. 
S A S  Mo. 65 guides an audit JErm in Us review of an 
internal audit department’s objectivity, competence 
and work performance in the context o f a financial 
audit (It should be noted that the effective date for 
S A S  No. 65 is December 15,1991, al though early 
application o f the Statement is permissible, and its 
predecessor statement, S A S  N o. 9, contains similar 
guidelines}. We believe that those guidelines can be 
useful in the EDP review context suggested in the 
ARP.

11 It is expected that Commission staff would 
review the auditor’s workpapers at the auditor’s 
offices, during business hours and with reasonable 
notice. Staff would not be expected to remove the 
workpapers from the auditor's possession.
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expected to forward a final copy of the 
letter to the Commission.12

In addition to obtaining independent 
assessments of the general controls for 
the SR O ’s trading and market 
information EDP systems, as a part of 
the independent assessment of those 
systems the SR O s should begin the 
process of determining whether any 
additional systems controls or reviews 
of controls may be necessary. 
Consequently, as a part of the above 
general controls review, the Commission 
believes that the independent reviewer 
should undertake to perform a risk 
analysis of the covered systems to 
determine whether, and in what priority, 
any particular elements of the system 
should be reviewed. Factors to be 
considered in performing the risk 
analysis are magnitude of exposure, age, 
risk of failure, degree of recent 
modifications, complexity of 
application, criticality of application, 
and sufficiency of general and 
compensating controls. It is the 
Commission’s view that the 
management report on the risk analysis 
should contain the conclusions 
regarding the costs and benefits of the 
additional controls review. Based upon 
the results of the risk analysis and any 
other relevant considerations, the SR O  
will discuss with the S E C  staff the need 
for additional controls or additional 
control reviews.18

The Commission believes that this 
cooperative and voluntary effort to 
provide for periodic, comprehensive and 
independent reviews of SR O  automated 
systems should provide a reasonable 
and cost-effective level of assurance to 
the Commission and investors alike that 
the SR O s’ automated systems are being 
adequately developed and managed 
with respect to capacity, security, 
development and contingency planning 
concerns. Although the Commission at 
this time has no reason to believe

12 The Commission expects that the initial 
general controls review would be completed by the 
end of 1992. At the end of 1991, however, the 
independent reviewer should issue a report on the 
review completed to date and discuss its 
conclusions and recommendations with 
management and provide a copy of its report to the 
Commission. Similarly, if an internal auditor is 
performing the review, the external reviewer’s 
assessment of the internal auditor should be issued 
within the same timeframes. During the second year 
of the initial cycle of the general controls review,
/.ft, 1992, Commission staff, the SROs and the 
independent reviewers should plan to meet to 
discuss implementation of the general controls 
reviews in years beyond the initial cycle.

,s The Commission understands that many SROs 
already conduct additional controls reviews as a 
part of their internal audit process. The Commission 
expects that these ongoing reviews will continue, 
will not be deferred pending the results of the 
formal risk analysis, and will be taken into account 
in considering the need for additional reviews.

otherwise, nonetheless, if during the 
initial cycles of the independent reviews 
flaws are demonstrated, or if for any 
reason the Commission believes that 
this approach does not adequately 
address the concerns it is intended to 
address,14 we will either continue the 
discussions with the SR O s to refine, 
rework, or replace this review process 
outlined above or may determine to 
commence rulemaking to impose a more 
satisfactory method of independent 
review. In this regard, then, the 
Commission will monitor carefully the 
review process to determine the need 
for additional steps.18

B. SR O  ED P System s Reporting
In keeping with its oversight role, 

especially as that role relates to SR O  
implementation of the comprehensive 
planning and assessment programs 
suggested under the Commission’s first 
automation policy statement, the 
Commission believes that it would be 
useful for the SR O s to inform the 
Commission staff of significant system 
changes. One approach would be 
through a two-tiered reporting process. 
The two tiers consist of: (1) an annual 
planning and status report; and (2) a 
system change notification with respect 
to significant systems changes.16 
Previously, the only means by which 
staff were notified of significant systems 
developments was through the rule 
change process pursuant to Section 
19(b) of the Securities Exchange A ct of 
1934 (“A ct” ),17 and Rule 19b-4 
thereunder. Because the statute imposes 
shortened timeframes for action on 
proposed rule changes and because not 
all systems changes trigger the need for 
changes to rules of the SR O s, staff was 
unable to obtain timely and complete

14 For example, in its oversight of this review 
process, the Commission plans to examine carefully 
the independence and competence of any internal 
audit departments at the SROs that assume major 
responsibilities regarding the performance of these 
reviews.

18 While neither this Policy Statement nor the 
previous ARP deal directly with the automation 
obligations of proprietary trading systems, the 
Commission informally has been applying ARP I to 
proprietary trading systems and to the Wunsch 
Auction Systems, Inc. (operating under an 
exemption from exchange registration pursuant to a 
limited volume exemption under Section 5 of the 
Act) (Securities Exchange Act Release No. 28899, 
February 20,1991) and intends to discuss, where 
appropriate, use of the principles set forth in this 
ARP by these systems. In addition, the Commission 
continues to believe that the approach outlined 
herein merits consideration by broker-dealers, 
service bureaus, vendors and clearing agencies, as 
well. See ARP I, supra note 1, at 12, n. 17.

18 Even if an SRO chooses to adopt the suggested 
approach, the Commission would continue to expect 
summary capacity and vulnerability representations 
as part of filings under Rule 19b-4. (17 CFR 240.19b- 
4 (1990)).

17 15 U.S.C. 78s(b) (1990).

detail on various significant systems 
changes occurring at the SRO s. 
Recognizing the need for providing 
timely and accurate information on 
these matters, the SR O s and the staff of 
the Commission have identified a multi­
level approach to providing this 
information.

1. Annual Report.1* The Commission 
believes that the reporting process 
would consist of Commission staff 
meeting with senior technical staff of 
each SR O . The Commission believes 
that the meeting should cover the SR O ’s 
trading, post-trade, and information 
dissemination systems and should 
include information on the configuration 
of current systems; current capacity 
estimates and testing; a summary of 
previous period’s changes; systems 
development plans for the next period, 
Including systems development 
methodology used; capacity planning for 
next period, including stress test plans; 
contingency planning; vulnerability 
planning; and planned significant 
systems changes not falling within the 
above categories.19

2. System Change Notifications
Although the annual report process by 

itself should provide the Commission 
with a firm understanding of the general 
developments at an SR O , it also would 
assist fixe Commission if the SR O s  
provided specific information on 
particular automated systems changes. 
Accordingly, the Commission believes 
that the SR O s should provide the 
Commission with notifications of 
significant changes to automated 
systems. Specifically, the Commission 
believes that an SR O  should provide 
notification of a significant or material 
system change that: (1) Affects existing 
capacity or security; (2) in itself raises 
capacity or security issues, even if it 
does not affect other existing systems,
(3) relies upon substantially new or 
different technology; (4) is designed to

18 The original ARP requested the SROs include 
in the annual reports fried with the Commission, 
submitted on Form 1A, a section describing the 
SROs capacity, vulnerability, and contingency plans 
and stress tests. See ARP I, supra note 1, at n. 28. 
This format, however, did not permit provision of 
sufficient information concerning the specific 
systems development plans of the SROs, their 
capacity planning methodology and results, or their 
security and contingency programs. Thus, rather 
than continuing the Form 1A approach, the 
Commission believes that a more efficient approach 
is a reporting process that would permit each SRO 
to present an annual EDP systems planning and 
status report.

18 The Commission believes that, to the extent 
possible for efficiency and cost purposes, the annual 
report should coincide with the SROs’ current 
planning cycles. If possible, it also may be 
beneficial to have the report coincide with the 
meetings related to the EDP audit cycle.
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D. Developm ent o f Standardsprovide a  new  service or function for 
SR O  members or their customers; or (53 
otherwise significantly affects the 
operations o f  the S R O .* °  

in general, die notification should 
describe briefly: the system’s 
functionality and configuration; capacity 
estimates; test plans and schedules; 
contingency protocols, ue„ plans for 
disaster recovery; vulnerability 
assessments, e.g„ security measures; 
and production schedules. Specifically, 
as the Commission sees the process 
working, the presentation contained in 
the notification shook! be sufficiently 
detailed to explain the new system  
development process, including the 
systems development methodology 
employed, the new configuration o f the 
system, its relationship to other systems, 
the timeframes or schedule for 
installation, any testing performed or 
planned, and an explanation of the 
impact o f the change on the SR O 's  
capacity estimates, contingency 
protocols, and vulnerability 
assessments. Because the typical filing 
would be made prior to testing, the 
Commission believes that updates to the filin g  describing the test results would 
be necessary.*1 

Consistent with its purpose of 
advising the Commission of changes to 
systems especially regarding the 
implications that such changes may 
have for S R O  rules, a  notification should 
be made sufficiently in advance of the 
planned production date so that the staff 
can evaluate the adequacy o f the 
capacity estimates and tests, take 
security measures and consider the need  
for a Rule 19b-4 filing. Generally 
speaking, the determination for when a

*® Even for less significant changes to systems, 
i.e., changes that do net rise to the level of 
materiality found in systems notices, the SROs 
nonetheless m a y  determine to inform the 
Commission staff of developments at the SRO. Tor 
example, a decision to change a -snrveiliance data 
base from one hardware environment to another 
environment does not appear to be the type to 
involve a system notification, and, in most 
circumstances, would not require a proposed rule 
change, hut may be helpfful in providing the staff a 
fuller view of systems development at an SRO. 
Thus, if the SRO believes that a particular change 
does not necessitate a systems notification or a Rule 
lOb-4 rule change, the SRO nonetheless may choose 
to advise o f fhe.rihapge to elicit the staff’s view.

*1 Several SROs have raised questions 
concerning the status of information disclosed in 
these notifications under the Freedom of 
Information Act J"FOIA"J (5 U.S.C. 552), and 
Commission rules thereunder (17 CFR 200.83) (1990). 
While the Commission reviews all FOIA requests 
on a case-by-case basis, we expect most, if not all 
of the contents of these notifications to qualify for 
exemptions under the FOIA due to the highly 
sensitive, commercial nature of the information. The 
Commission cannot however, assure the outcome 
of any litigation that might result should ¡the 
Commission deny a FOIA request for access to this 
information.

rule filing is necessary must be made on 
a case-by-case basis depending in large 
part on what the Staff learns about the 
system change in the systems 
notification. Given the generally lengthy 
lead time required for the planning and 
development of significant systems 
changes, most notifications could be 
submitted as a part of the annual EBP  
planning report This process for 
advising the staff o f systems changes, of 
course, does not eliminate the need for 
filing under section 19(b) of the A ct  
when the system change also entails a 
need for changing an SR O  rule,22

C. Outage Notification Procedures

To facilitate the Commission’s 
understanding o f S R O  systems problems 
and to enhance the ability of the staff to 
respond to events that cause disruptions 
in the automated trading on the 
securities markets, the Commission 
requests that the SR O s provide staff 
with real-time notification o f significant 
system outages at the SR O s. Under this 
request for notification, the Commission 
staff in O A IM  and the staff at the SR O s  
will designate particular persons to 
contact in the event that the S R O  
develops a  significant problem with an 
automated system. The Commission 
believes that when a problem with an 
automated trading or market 
information dissemination system 
occurs and the problem appears as if it 
will extend for 30 minutes or more, the 
SR O s should contact the appropriate 
person on the staff immediately upon 
realizing that the problem will continue 
beyond the allotted period. Additionally, 
even i f  a  problem does not extend 
beyond that time frame, it is the 
Commission’s view that the SR O  should 
inform Commission staff of a significant 
outage or problem occurred in a system 
after the outage has beenTesolved, 
within a reasonable period on the same 
day of the outage. In both 
circumstances, the Commission believes 
that, i f  the staff requests i t  the SR O s  
«ko should provide the staff with a  
written description of the outage within 
a reasonable period after resolution of 
the problem. Such description would be 
expected to provide details concerning 
the nature and extent of the problem, 
including the systems affected and the 
effect on the trading community, and the 
nature o f the corrective action.28

*« See Rule 19b-A under toe A c t 17 CFR 240.19b- 
4.

** As with system notifications, the Commission 
believes that it is likely that all outage notifications 
would fall within exemptions from disclosure imder 
FOIA. See supra, note 28.

In its first A R P , the Commission 
specifically requested comment on 
standards for stress tests that are used 
to determine capacity levels and 
standards for audit processes. Since 
then, the Commission has evaluated 
additional materials regarding the 
development of generally accepted 
standards for computer capacity, 
security and audit and control 
standards. For example, in December, 
1990, the National Research Council 
(“N R C ”} 24 issued a  report 25 calling for, 
among other things, the promulgation o f 
a comprehensive set of generally 
accepted system security principles that 
would provide a  clear articulation o f 
essential security features, assurances, 
and practices. Similarly, a  recent 
book 26 on information systems controls 
called for the development of generally 
accepted information systems control 
and audit standards, analogous to the 
control and audit standards that have 
been established b y financial 
accountants and anditors for financial 
reporting purposes.

The Commission believes that, with 
respect to S R O  automation 
developments, the time is rapidly 
approaching where the need for 
development of generally accepted 
standards and procedures for 
automation issues becomes crucial. We 
believe that uniform and consistent 
approaches to the monitoring and 
regulation o f certain aspects of 
automation, particularly with regard to 
capacity levels and security, are 
necessary to ensure fair and orderly 
markets, economic efficiency in the 
execution of securities transactions and 
fair competition among markets.27

24 The NRC is an organization created by the 
National Academy of Sciences (“Academy” ) in 1916 
to assist toe Academy m its goals of furthering 
knowledge and advising the federal government. 
The NRC functions in accordance with general 
policies determined by toe Academy and is 
comprised of persons drawn from science and 
technology communities.

26 System Security Study Committee, Computer 
Science and Telecommunications Board, 
Commission on Physical Sciences, Mathematics, 
and Applications, National Research Council 
Computers At Risk: Safe Computing In the 
Information Age, National Academy Press, 1991-

26 Govindan and Ricard, Manifesto on 
Information Systems Control and Management: A 
New World Order (1990).

27 See Sections Z  and 11A of the Act. 15 U S.C. 
78b and 78k-l.Seeoiso Senate Comm, an Basking. 
Housing and Urban Affairs, Report to Accompany 
S. 249, S. Rep. No. 94-75,94th Cong., 1st Sess. 7, 
reprinted to 1975 U &  Code Cong. & Ad. News 179. 
(One of toe paramount objectives of a national 
market system is toe “maintenance of stable and 
orderly markets with maximum capacity for 
absorbing trading imbalances without undue price 
movements.")
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Several means for developing the 
process appear to be available, 
including the continuation of the 
informal meetings that Commission staff 
has held with automation personnel of 
the SR O s over the last year. Although 
the Commission believes that staff of 
the Commission and the SR O s should 
continue to meet on an informal basis, 
we believe that a more structured 
mechanism also should be explored. A n  
additional approach might entail the 
formation o f an advisory committee of 
industry, academic, and government 
participants to assist the Commission’s 
development of such standards. 
Accordingly, the Commission requests 
comment from interested entities on the 
process by which the Commission 
should begin to explore the development 
of standards regarding computer 
security, capacity and auditing of 
systems.

IV. Conclusion
The Commission is committed to the 

sound and efficient oversight of the 
automated systems used in the 
securities industry today. The 
Commission believes that, through the 
voluntary implementation o f the 
independent review process guidelines 
and the notification processes regarding 
system changes and outages enunciated 
in this Policy Statement, the SR O s will 
be acting consistently with one of the 
paramount objectives of the securities 
laws of die United States, the 
maintenance of fair, stable, and orderly 
markets. Moreover, through the 
commencement of a process to explore 
the need for standards for securities 
industry automated trading systems, the 
Commission, the SR O s, and other 
interested parties will be able to ensure 
that an effective process for monitoring 
the rapid developments in this field is 
established.By the Commission.Dated: M ay 9,1991.Jonathan G . Katz,
Secretary.[FR Doc. 91-11532 Filed 5-14-91; 8:45 am} BILUNG CODE 9010-01-«
[Release No. 34-29181; File No. SR -N A SD - 
91-17}

Seff-Regulaiory Organizations; Notice 
of Proposed Rude Change by National 
Association of Securities Dealers, Inc. 
Relating to the Small Order Execution 
System and Day Trading

Pursuant to section 19(b)(1) o f the 
Securities Exchange A ct of 1934 (“A ct” ). 
15 U .S .C . 78s(b)(l), notice is hereby 
given that on April 15,1991, the National

Association of Securities Dealers, Inc. 
(“ N A S D ”  or “ Association” ) filed with 
the Securities and Exchange 
Commission (“ Commission” or “ S E C ” ) 
the proposed rule change, and 
amendments thereto on M ay 8,19911 
and M ay 8,1991,2 as described in items 
I, II, and III below, which Items have 
been prepared by the N A S D . The 
Commission is publishing this notice to 
solicit comments on the proposed rule 
change, as amended, from interested 
persons,

I. Self-Regulatory Organization’s 
Statement of the Terms o f Substance of 
the Proposed Rule Change

The N A S D  is proposing amendments 
to the Rules of Practice and Procedure of 
the Small Order Execution System  
(“ S Q E S ” ) regarding day trading and to 
specify certain review and appeal 
procedures for accounts prohibited from 
using S O E S .8

II. Self-Regulatory Organization’s 
Statement of the Purpose of, and 
Statutory Basis for, the Proposed Rule 
Change

In its filing with the Commission, the 
N A S D  included statements concerning 
the purpose of, and basis for, the 
proposed rule change and discussed any 
comments it received on the proposed 
rule change. The text of these 
statements may be examined at the 
places specified in item IV  below. The 
N A S D  has prepared summaries, set 
forth in sections (A), (B), and (C) below, 
of the most significant aspects of such 
statements.

A . Self-Regulatory Organization's 
Statement o f the Purpose of, and 
Statutory Basis for, the Proposed Rule 
Change

S O E S  is designed to improve the 
efficiency o f executing small-sized 
customer orders in N A S D A Q  securities 
by offering an alternative to traditional 
telephone contact and negotiation with

1 See Memorandum from Beth Mastro to Kathy 
England dated May 1,1991, re: clarification of la n g u a g e  in SR-NASD-91-17. Two amendments 
were received by die Commission. Although not 
labeled Amendment No. 1, the memorandum from 
Beth Maatro to Kathy England, dated May 1.1991 is 
considered an amendment.

* See amendment No. 1 filed on May 8,1991 
which clarified that individuals aggrieved by a 
designation of their account as a professional 
trading account have a right to review by adding to 
die text of the proposed ride change “and other 
persons."

* The Commission also is publishing notice at this 
time of proposed rule change SR-NASD-91-18 
which would establish a 15 second delay between 
SOES executions to provide the market maker that 
was subject to a SOES execution a period of time in 
which to update his quote. See Securities Exchange 
Act Release No. 29182 (May 9.1891).

market makers. S O E S  provides 
automated execution of small customer 
orders with N A S D A Q  market makers at 
the best available market price. Since 
the exclusive purpose of the system is to 
facilitate the execution o f small 
customer orders, the Association has 
taken steps in the past the ensure 
market maker presence in the system 4 
and to prohibit misuse of die system by 
professional traders,6 The term 
“professional trading account” is 
currently defined as an account in which 
five or more day trades have been 
executed through S O E S  during any 
trading day or an account in which there 
has been a professorial trading pattern 
in S O E S  as demonstrated by a pattern 
or practice of day trading, executing 
high volume of day trades in relation to 
the total transactions in the account or 
executing a high volume of day trading 
in relation to tide amount and volume of 
securities held in the account.

The N A S D  is proposing to define 
professional trading accounts to include 
accounts with day trades that have one 
or both sides executed through SO E S. 
This rule change would prevent 
professional traders from using S O E S  to 
automatically execute one side o f a day 
trade against a market maker, while 
executing the other side of the day trade 
outside of S O E S  in order to elude the 
“five day trade” criteria m the S O E S  
rules.

The N A S D  believes that linking 
“professional trading accounts” to “ day 
trading through S O E S ” severely limits 
the N A S D ’8 ability to preserve the 
function of SO E S' as a facility for 
strictly public customer use. It is 
necessary, therefore, to provide a 
constructive and responsible 
modification to the riile to clarify that 
both a purchase and sale need not be 
executed through S O E S  to be considered 
a “ day” trade. The designation of an 
account as a professional trading 
account by the N A S D  will be 
accomplished after review and 
consideration of the pattern and practice 
of trading using S O E S  execution 
capability for either purchases or sales 
in offsetting transactions.

The N A S D  is also adding a cross 
reference to the specific section in the 
Code of Procedure that governs review 
and appeal procedures for grievances 
concerning automated systems. Order

4 See, SR-NASD-88-1. Securities Exchange Act 
Release No. 25791 (lime 9,1988). 53 FR 22594 (June 
16,1988). mandating participation in SOES by 
NASDQ market makers in National Market System 
(“NMS") securities.

* See, SR-NASD-88-43, Securities Exchange Act 
Release No. 26361 (December 15,1988), 53 FR 51605 
(December 22.1988).


